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Introduction

This booklet provides background on proposed
changes in the AICPA’s bylaws and in its Code
of Professional Ethics.
All of the proposals have been recommended
by the Board of Directors to the governing Coun
cil, which has authorized this referendum.
The bylaws provide that such proposals be sub
mitted to all members of the Institute for a vote
by mail ballot 90 or more days after Council
approval of the referendum.
The presentation of each proposal is in three
parts: a statement of the objectives sought by the
amendment, the text of the proposed change, and
a summary of pro and con arguments.
Throughout the booklet, deletions of language
are shown by strikethrough; additions are shown
in italics.
In order to become effective, the proposed
amendments must be approved by two-thirds of
the members voting. Your ballot will be valid
and counted only if received by March 31, 1978.
Your vote on the proposals will be confidential,
but the ballot must be signed; unsigned ballots
cannot be counted.
Donald J. Schneeman
Secretary

Proposed Amendments
and Discussion

PROPOSAL NO. 1: To permit members not in
practice to serve as officers of the Institute and
members of the Trial Board.
Objectives
The bylaws presently require that the officers
of the Institute (except the fulltime president and
secretary) and members of the Trial Board must
be practitioners. On the recommendation of the
Advisory Committee on Industry and Govern
ment, it is proposed to delete this restriction and
to enable any member having a CPA certificate
to serve in these positions.
Text of Proposed Bylaw Amendment
“3.5 Officers Elected by Council
The officers of the Institute shall be a chairman
of the Board of Directors, a vice chairman of
the Board, who shall be the chairman of the
Board nominee, three volunteer vice presidents
and a treasurer, all of whom shall be members
in practice having a CPA certificate as provided
in Section 2.2.1; a president who shall be a
member and a fulltime employee of the Insti
tute, and a secretary, who shall be a fulltime
employee of the Institute, but need not be a
member of the Institute. The chairman of the
Board, the vice chairman, the treasurer, the
president, and the secretary shall have such
terms of office, powers, and privileges as the
Council may prescribe.”
“3.6.2.3. Trial Board
There shall be a Trial Board consisting of mem
bers in practice having a CPA certificate as
provided in section 2.2.1 to adjudicate disciplin
ary charges against members of the Institute
pursuant to section 7.4. Members of the Trial
Board shall be elected by the Council for such
terms as the Council may prescribe.
The Trial Board is empowered to adopt rules,
consistent with these bylaws or actions of the
Council, governing procedure in cases heard
by it or any sub-board and in connection with
any application for review of a decision by a
sub-board.
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Decisions of any sub-board or the Trial
Board shall be subject to review only by the
Trial Board.”
Arguments for the Change
• Members in industry, education, and govern
ment now comprise 42.5 percent of the total
AICPA membership, and such a significant
portion of the membership should not be
denied representation in high office.
• In many accounting bodies in this country
and abroad, nonpracticing members have
served with distinction as officers.
• Only the qualification for office would be
changed. The nominating process would be
unaffected.
• Adoption would have a salutary effect on
nonpracticing members who have, until now,
comprised a large reservoir of untapped
talent which should be utilized for the benefit
of the profession.
Arguments Against the Change
• The AICPA is regarded by many persons as
representing CPAs in practice. Therefore,
such members should be its principal spokes
men.
• Since nonpracticing members can and do
serve on the Board of Directors and Coun
cil, it is unnecessary to enable them to be
come officers.
• To date, only practicing members have been
brought before the Trial Board, and their
conduct should be evaluated only by other
members in practice.
During the discussion by the Council, there was
no argument against the proposal that members
not in practice be eligible to serve as officers of
the Institute and members of the Trial Board,
the consensus being that granting such right to a
major and growing segment of the membership
was desirable.

PROPOSAL NO. 2: To authorize the addition of
three public members to the Board of Directors.
Objective
The proposal would aid the deliberations of the
AICPA Board of Directors by the infusion of the
differing perspectives of nonmembers of the Insti
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tute who would have a fresh and detached point
of view on issues facing the profession by adding
to the Board three representatives of the public,
none of whom are members of the Institute.
Text of Proposed Bylaw Amendment
“3.2.5 Certain Positions to Be Held Only by
Members
Only members of the Institute, as defined in
section 2.1, may serve as officers of the Insti
tute or as members of the Council, the Board
of Directors, or any committee or board
designated as “senior” by the Council (see sec
tion 3.6.1), or as “permanent” by these bylaws
(see section 3.6.2); provided, however, that the
secretary, who need not be a member of the
Institute, and three representatives of the public,
none of whom shall be members of the Insti
tute, shall be a members of the Board of
Directors.”
“3.3 Council
The governing body of the Institute shall be
the Council.
3.3.1 Composition
The Council shall be composed of
3.3.1.1 . . .
3.3.1.7 All any members of the Board of
Directors of the Institute, except the secre
tary, not otherwise on the Council.”
“6.3 Election of Members-at-Large of Coun
cil, Board of Directors, Chairman of the Board,
Vice Chairman of the Board, Volunteer Vice
Presidents and Treasurer
Seven Institute members, without regard to the
states in which they reside, shall be elected
annually by the Council as members-at-large of
the Council, at its meeting immediately preced
ing the annual meeting of the Institute, and
immediately prior to the installation of the
members of the Council newly elected under
section 6.1, for a term of three years or until
the election of their successors. At the same
meeting, but subsequent to the installation of
such newly elected members of the Council,
including members-at-large, the Council shall
elect the chairman of the Board, the vice chair
man of the Board, the volunteer vice presidents
and the treasurer, and three Institute members
of the Board of Directors. Such members of
the Board of Directors shall serve for a term
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of three years or until election of their succes
sors. The Council shall also elect three repre
sentatives of the public, who are not members
of the Institute, to the Board of Directors in
1978— one for a term of three years, one for
a term of two years and one for a term of one
year. Thereafter, the Council shall elect one
public representative annually for a term of
three years, who shall serve until election of a
successor. Nominations for all such positions
shall be made by the nominations committee at
least six months prior to the annual meeting of
the Institute, and notice thereof shall be pub
lished to the membership of the Institute at
least five months prior to such annual meeting.
Independent nominations may be made by any
twenty members of the Council if filed with the
secretary at least four months prior to the
annual meeting of the Institute. No nomina
tions from the floor will be recognized. A
majority of votes shall elect. Nominees may
be invited to the meeting at which the election
is to be held and those elected shall take office
as prescribed in section 6.7.. ."
Arguments for the Change
• The profession is more and more in the
public eye, and many outside the profession
believe it has not been sufficiently responsive
to public expectations. Public Board mem
bers could offer valuable insight into what
the expectations of the public are, and
whether and how they can be met.
• The Institute’s Board should be drawn from
the largest possible pool of talented persons,
and to limit participation to members is to
ignore the potential contribution of highly
respected persons outside the profession.
• Policy decisions of the Board will gain ac
ceptance by the public much more readily
if public representatives have been involved
in the framing of those decisions.
• There is a definite trend toward appointing
public members to state regulatory boards,
and that trend should be reflected in the
Institute’s governing bodies.
Arguments Against the Change
• The Institute is a voluntary private member
ship organization which should be operated
solely by its members.
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• While it has been alleged that the profession
has not been sufficiently responsive to public
need, those charges have not been proved.
The profession has responded to public need
without direct public involvement in the de
cision-making process.
• While members of the profession volunteer
their time to the work of professional organ
izations, public members would have to be
compensated at rates normal for commercial
enterprises, and the cost/benefit of the ar
rangement is uncertain.

PROPOSAL NO. 3: To establish general stan
dards applicable to all areas of practice.
Objective
There is a need for a comprehensive statement
of general standards that would apply to perform
ance of engagements in all areas of practice and
thus avoid the confusion caused by piecemeal de
velopment of varying standards of general ap
plication for each practice area.
Text of Proposed Rule Change
“Rule 201— Competence
A member shall not undertake any engagement
which he or his firm cannot reasonably expect
to complete with professional competence.”
“Rule 201— General Standards. A member
shall comply with the following general stan
dards as interpreted by bodies designated by
Council, and must justify any departures there
from.
a. Professional competence. A member shall
undertake only those engagements which he
or his firm can reasonably expect to com
plete with professional competence.
b. Due professional care. A member shall ex
ercise due professional care in the perform
ance of an engagement.
c. Planning and supervision. A member shall
adequately plan and supervise an engage
ment.
d. Sufficient relevant data. A member shall
obtain sufficient relevant data to afford a
reasonable basis for conclusions or recom
mendations in relation to an engagement.
e. Forecasts. A member shall not permit his
name to be used in conjunction with any
forecast of future transactions in a manner
7

which may lead to the belief that the mem
ber vouches for the achievability of the
forecast.”
“Rule 202—Auditing Standards. A member
shall not permit his name to be associated with
financial statements in such a manner as to
imply that he is acting as an independent pub
lic accountant unless he has complied with the
applicable generally accepted auditing standards
promulgated by the Institute. Statements on
Auditing Procedure Standards issued by the
Institute’s committee—on—auditing—procedure
Auditing Standards Executive Committee are,
for purposes of this rule, considered to be
interpretations of the generally accepted audit
ing standards, and departures from such state
ments must be justified by those who do not
follow them” [Ed. Note: The changes shown
in Rule 202 are technical only, to reflect cur
rent nomenclature.].
“Rule 204—Forecasts Other Technical Stan
dards. A member shall not permit his name to
be used in conjunction with any forecast of
future transactions in a manner which may lead
to the belief that the member vouches for the
achievability of the forecast. A member shall
comply with other technical standards promul
gated by bodies designated by Council to estab
lish such standards, and departures therefrom
must be justified by those who do not follow
them” [Ed. Note: In developing its proposal,
the Special Committee on General Standards
anticipated that Council would consider desig
nating at some future time the Management
Advisory Services Committee and the Federal
Taxation Executive Committee under the pro
posed amendments to Rules 201 and 204.].
Arguments for the Change
• The public, clients, and members of the pro
fession should be able to look to the Code
of Professional Ethics for a comprehensive
statement of the standards that members
must follow in performing any professional
engagement.
• General standards applicable to all areas of
practice will avoid the confusion caused by
piecemeal development of slightly varying
general standards for each practice area.
• Adoption of the proposed standards would
codify practices already followed by most
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practitioners and simply recognize the ethical
standards to which a member will be held.
• The standards will assist in improving the
quality of performance of professional en
gagements for the benefit of the public and
the profession.
Arguments Against the Change
• Members of the AICPA are already required
to observe a substantial number of standards
relating to their practice.
• While there is a need for consistency in how
firms discharge responsibilities in auditing,
there is no such need in how firms perform
tax and management advisory services.
No argument against the proposal was presented
at the Council meeting which approved the pro
posed amendments for submission to the member
ship of the Institute.

PROPOSAL NO. 4: To change the time period
during which service as a trustee of certain trusts
would impair independence. (Solely a technical
change in independence rule.)
Explanation and Objective
Rule 101(A) prohibits an auditor from express
ing an independent opinion if he has a financial
interest in the enterprise (a) during the period of
engagement or (b) at the time of expressing his
opinion. The prohibition also applies under Rule
101(B) if the auditor is a director, officer, trustee,
or the like during those two periods or, in addition,
during the period covered by the financial state
ments. The present rule is internally inconsistent
since it applies the longer period—that covered by
the financial statements—to situations where the
auditor is trustee of a trust having a financial
interest in the enterprise. Since what is involved
in such a case is a financial interest, the shorter
period of the engagement should apply, and it is
proposed to reorganize the sections of the rule to
accomplish this.
Text of Proposed Change
“Rule 101—Independence. A member or a firm
of which he is a partner or shareholder shall
not express an opinion on financial statements
of an enterprise unless he and his firm are
independent with respect to such enterprise.
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Independence will be considered to be impaired
if, for example:
A. During the period of his professional engage
ment, or at the time of expressing his
opinion, he or his firm
1. a. Had or was committed to acquire any
direct or material indirect financial
interest in the enterprise; or
b. Was a trustee of any trust or executor
or administrator of any estate if such
trust or estate had or was committed
to acquire any direct or material indi
rect financial interest in the enterprise;
or
2. Had any joint closely held business in
vestment with the enterprise or any
officer, director or principal stockholder
thereof which was material in relation to
his or his firm’s net worth; or
3. Had any loan to or from the enterprise
or any officer, director or principal stock
holder thereof. This latter proscription
does not apply to the following loans
from a financial institution when made
under normal lending procedures, terms
and requirements:
a. Loans obtained by a member of his
firm which are not material in relation
to the net worth of such borrower.
b. Home mortgages.
c. Other secured loans, except loans
guaranteed by a member’s firm which
are otherwise unsecured.
B. During the period covered by the financial
statements, during the period of the profes
sional engagement or at the time of express
ing an opinion, he or his firm
1. Was connected with the enterprise as a
promoter, underwriter or voting trustee,
a director or officer or in any capacity
equivalent to that of a member of man
agement or of an employee; or
2. Was a trustee of any trust or executor or
administrator of any estate if such trust
or estate had a direct or material indirect
financial interest in the enterprise; or
Was a trustee for any pension or profitsharing trust of the enterprise... .”
Arguments for the Change
• Each rule of the Code should be logically
consistent. The present rule is not and
should be corrected.
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• No change in substance would be made, nor
would the public be any less protected than
now if the modification were adopted.
Arguments Against the Change
• It hasn’t been shown that the present formula
tion of the rule has caused undue hard
ship, and changes should not be made unless
there is a compelling reason to do so.
• Perhaps the longer period should apply to
all relationships and financial interests as
well.

PROPOSAL NO. 5: To repeal the present rule on
advertising and solicitation and adopt a new and
less restrictive rule on the subject.
Objective
The task force on advertising concluded that the
present rule, which prohibits all paid advertising
and solicitation, is probably no longer in keeping
with public expectations and needs. In addition,
legal challenges to similar rules of other national
professional associations raise serious questions as
to the legality of the present rule. Therefore, it is
proposed to rescind the present rule and adopt a
new rule more responsive to the public’s need to
know more about the services rendered by the
profession. The proposed rule would be more in
keeping with developing legal concepts relating
to professional behavior.
Text of Proposed Change
“Rule 502—Solicitation and Advertising.—A
member shall not seek to obtain clients b y solic i
-tation. Advertising is a form of solicitation and
-is prohibited.”
“Rule 502— Advertising and Other Forms of
Solicitation. A member shall not seek to obtain
clients by advertising or other forms of solicita
tion in a manner that is false, misleading or
deceptive. A direct uninvited solicitation of a
specific potential client is prohibited” [Ed Note:
To assist members in understanding the ap
plication of the proposed rule, the Professional
Ethics Executive Committee proposes to issue
the following interpretations of Rule 502 and to
modify any existing rulings or interpretations
of other rules if the new rule is adopted. Mem
bership vote is requested only on the text of
the proposed rule.].
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Proposed Interpretations Under Rule 502 (Sub
ject to approval of new Rule 502 by mail ballot.
Membership vote is not sought on these inter
pretations. )
“Interpretation 502-1—Informational Advertis
ing. Advertising that is informative and objec
tive is permitted. Such advertising should be in
good taste and be professionally dignified.
There are no other restrictions, such as on
the type of advertising media, frequency of
placement, size, art work, or type style. Some
examples of informative and objective content
are—
1. Information about the member and the
member’s firm, such as—
a. Names, addresses, telephone numbers,
number of partners, shareholders or
employees, office hours, foreign lan
guage competence, and date the firm
was established.
b. Services offered and fees for such serv
ices, including hourly rates and fixed
fees.
c. Educational and professional attain
ments, including date and place of certi
fications, schools attended, dates of
graduation, degrees received, and mem
berships in professional associations.
2. Statements of policy or position made by
a member or a member’s firm related to the
practice of public accounting or addressed
to a subject of public interest.”
“Interpretation 502-2—False, Misleading, or
Deceptive Acts. Advertising or other forms of
solicitation that are false, misleading, or decep
tive are not in the public interest and are
prohibited. Such activities include those that—
1. Create false or unjustified expectations of
favorable results.
2. Imply the ability to influence any court,
tribunal, regulatory agency, or similar body
or official.
3. Consist of self-laudatory statements that
are not based on verifiable facts.
4. Make comparisons with other CPAs.
5. Contain testimonials or endorsements.
6. Contain any other representations that
would be likely to cause a reasonable
person to misunderstand or be deceived.”
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“Interpretation 502-3—Other Forms of Solicita
tion. CPAs may engage in a variety of activities
to enhance their reputations and professional
stature with the objective of expanding their
clientele. Such indirect forms of solicitation,
which include giving speeches, conducting semi
nars, distributing professional literature, and
writing articles and books, are considered to be
in the public interest and are permitted. A direct
uninvited solicitation of a specific potential
client, in person or in a communication tailored
in content to that specific recipient, by a member
relating to his professional services is prohibited.
However, invitations that are not tailored in
content to the specific recipient can be issued
to potential clients to invite them to attend
seminars conducted by the member.”
“Interpretation 502-4—Self-designation as Ex
pert or Specialist. Claiming to be an expert or
specialist is prohibited because an AICPA pro
gram with methods for recognizing competence
in specialized fields has not been developed
and self-designations would be likely to cause
misunderstanding or deception. A member or
a member’s firm may indicate the services
offered but may not state that the practice is
limited to one or more types of service.”
Arguments for the Change
• The present total prohibition on paid adver
tising and certain forms of solicitation is
seriously out of step with the desires of the
consuming public, which is demanding the
right to information about accounting serv
ices and practitioners on which to base judg
ments. The proposed rule provides a reason
able balance between those needs and the
responsibility of the profession to assure that
the public will not be subject to false, mis
leading, or deceptive statements.
• The restrictions in the present rule are suffi
ciently like those of other professions which
have been subject to legal challenge by the
government to warrant concern over whether
they might be in violation of the antitrust
laws.
• It is far better to do voluntarily what the
profession would have to do under compul
sion if cases now before the courts find that
such advertising rules violate antitrust laws.
Prudence suggests alteration of provisions
so they would be less open to legal challenge.
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• The proposed rule would permit members
to more effectively inform the public that
they provide services of a type already adver
tised by non-CPA competitors. In addition,
new entrants to the profession can more
easily make themselves known to potential
clients.
• To maintain the present restriction is to ignore
public sentiment, legal developments, and the
needs of the profession. Adoption of the
proposal would do much to improve the
profession’s image.
Arguments Against the Change
• The profession has seen unprecedented
growth even with the advertising and solicita
tion restrictions, so the public apparently has
not had anything useful hidden from it; the
rule has not worked to the economic disad
vantage of the public.
• Except for the audit function, all of the serv
ices offered by accounting firms are also
offered by enterprises which may advertise
and solicit. Therefore, the public has ready
access to information about those services
from non-CPAs. Because of third-party
reliance, the audit function is particularly
inappropriate for advertising.
• While the rules of other professions have been
subject to legal challenge, the public account
ing profession is substantially different. The
courts have not faced the issue of third-party
reliance on auditors as a justification for
prohibiting advertising. The profession should
be prepared to test this argument in court,
rather than voluntarily abandon a rule which
has operated well over the years.
• Advertising will increase costs of doing busi
ness, and in all likelihood such costs will be
passed on to clients.

PROPOSAL NO. 6: To substitute “conflict of in
terest” for “feeder” as a basis for the prohibition
against incompatible occupations.
Objective
To recast the rule so that incompatible occupa
tions would be considered only in the context
of creation of a conflict of interest rather than serv
ing as a feeder to practice.
14

Text of Proposed Change

“Rule 504— Incompatible Occupations. A mem
ber who is engaged in the practice of public
accounting shall not concurrently engage in any
business or occupation which impairs his objec
tivity would create a conflict of interest in
rendering professional services, or serves as a
feeder to his practice.”
Arguments for the Change
• Prohibiting “feeders” to practice is a restric
tion that should be abandoned for the same
reasons that the rule on advertising and solici
tation should be modified—it is no longer
in keeping with the times or current develop
ments in the law.
• The profession needs a rule on conflicts of
interest since the independence rule relates
only to the audit function, and the public
should be able to rely on receiving all pro
fessional services with assurance that the
provider of the services has no conflicts of
interest.
• The proposed rule would be of substantial
public benefit since it could be enforced
before a service is rendered by someone who
may have a conflict of interest and thus not
objectively serve the interests of the client
and the public.
Arguments Against the Change
• The change would permit members to estab
lish commercial enterprises designed speci
fically to bring business into their practice,
so long as there would be no conflict of inter
est. Such an arrangement is unprofessional
and should not be permitted.
• The term “conflict of interest” is not clearly
defined and should not be included in the
ethical rules because of its ambiguity.

PROPOSAL NO. 7: To repeal the rule requiring
notice to a practitioner of intent to offer employ
ment to one of his staff.
Objective
To repeal the rule as no longer serving the
interests of the public or the profession.
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Text of Rule to Be Repealed

" A member in public practice shall not make
a direct or indirect offer of employment to an
employee of another public accountant on his
own behalf or that of his client without first
informing such—accountant.—This—rule shall
not apply if the employee of his own initiative
or in response to a public advertisement applies
for employment.”
Arguments for the Change
• The rule hinders the mobility of accounting
staff members and may tend to restrict their
advancement in the profession.
• Although the rule is of long standing, it has
been impossible to enforce because it can
seldom be proved whether the employee or
future employer initiated the original contact.
• The rule is of dubious legality and should
be dropped.
• Maintenance of the rule in the Code, even
without enforcement, reflects poorly on mem
bers as employers.
Arguments Against the Change
• If an employee’s capabilities have outstripped
his compensation, notice gives the employer
the opportunity to set things right without a
loss of staff.
• The rule has helped to maintain good rela
tions between practicing firms and involves
little more than a professional courtesy.

16

